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Recent downgrades of loans to software companies affected by AI disruption, along 
with last fall’s high-profile bankruptcies within the broader credit markets, have raised 
questions about systemic risk in private credit. These situations reinforce an enduring 
truth: in private credit, structure and underwriting discipline matter.

While these situations have heightened anxiety, they bear no meaningful connection 
to Deerpath’s investment approach. The September bankruptcies reflected weak due 
diligence reviews, governance lapses, and transparency issues rather than broad credit 
deterioration. As for software, it accounts for just 3% of the fair market value of  Deerpath 
borrowers. Where we do lend to the industry, capital structures are conservative, with low 
senior leverage and near-term debt maturities.

Nonetheless, the past several months serve as a reminder of the risks that can emerge in 
a highly competitive lending environment, where abundant capital can tempt lenders to 
loosen underwriting standards or participate in deals they did not originate. 

At some point in every cycle, weak structures surface. For disciplined lenders, these 
moments reinforce the value of conservative credit selection.

A Market 
that Rewards 
Discipline

Unlike private credit investors who do not lead their own deals, Deerpath conducts its 
own thorough primary due diligence review when we originate a loan.  

Our review is modeled after the process a private equity sponsor undertakes:

	 • Obtain direct access to the borrower’s historical books and records.

	 • Analyze forward-looking business plans in depth.

	 • Engage directly with management to test assumptions and answer questions.

	 • Rely on outside professionals, including accounting firms for quality-of-		
	    earnings reviews and legal counsel for structural and governance diligence.

We also take sufficient time to complete our work properly. This process provides 
materially better visibility into our borrowers than is typically available to participants 
in syndicated transactions, who rely on third-party reports, operate on compressed 
timelines, and depend on an arranger’s review.

Primary origination creates control, transparency, and informed risk selection.

Primary 
Origination 
and Due 
Diligence
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Last fall’s bankruptcies also illustrate the information and collateral integrity risks that can 
accompany certain niche private credit segments. Asset-based lending (ABL) structures 
rely on specifically identified financial assets — such as consumer loan pools or trade 
receivables — rather than consolidated cash flow and enterprise value introducing a distinct 
risk that sits alongside, rather than within, the borrower’s overall financial position.

As a general matter, high-quality ABL borrowers typically access bank financing at rates too 
low to meet the return targets of private credit funds. Borrowers that turn to private credit 
funds for ABL structures may not meet the underwriting criteria of traditional cash flow-
based lenders. These businesses may exhibit thin margins, erratic earnings histories, or 
turnaround dynamics. When specifically pledged assets underperform expectations, there 
may be insufficient consolidated cash flow or going-concern value to protect the lender.

Deerpath’s strategy is different.

We focus on cash flow-based lending to high quality, durable businesses with enterprise 
value support — not collateral pools whose integrity must constantly be revalidated.  We look 
for a demonstrated track record of weathering a variety of economic conditions, and avoid 
companies overly reliant on scaling demand to sustain growth. Even within technology, we 
gravitate toward areas like IT consulting, implementation, and procurement, which require 
specialized, context-driven problem-solving and physical, human execution less prone to 
disruption. 

Cash Flow 
Lending vs. 
Asset-based   
Lending

Deerpath’s foremost objective as a lender is to protect investor capital and avoid 
permanent losses. While the risk of loss can never be eliminated entirely, it can be 
systematically minimized through an unwavering commitment to credit quality. 

Protecting 
Investor 
Capital

Deerpath  Capital
W h e n  Q u a l i t y 
M a t t e r s

Our Lending 
Criteria

  Borrower
•	Long operating history 

 (20+ years)
•	Skilled management
•	Enduring demand 
•	High free cash flow 

Experienced, incentivized 
teams operating 
profitable service-
based businesses 
provide stability to meet 
obligations, fund growth,  
and withstand downturns.       

       

       Sponsor
•	 Experienced, well-

capitalized
•	 Value-creation 

mindset

Strong equity owners 
with meaningful capital 
at risk drive growth 
while insulating against  
adverse developments.

        

       Loan 
        Structure
•	 First-lien, low leverage
•	 Maintenance covenants
•	 Contractual 

protections (e.g. no PIK 
at origination, limited 
EBITDA adjustments)

Low loan-to-value 
and first-out priority 
provide transparency, 
control, and value 
retention.

1 2 3

Our style is intentionally conservative: lower leverage, strict documentation, and hands-
on portfolio management. 

We focus on companies with:
•	 Loan sizes of $50M to $150M 
•	 Enterprise values in the range of $100M 

to $250M      

This segment offers attractive return 
potential while enabling:

•	 Direct borrower relationships
•	 Conservative loan structures
•	 Meaningful control
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Deerpath Capital Management, LP (“Deerpath”) is a registered investment adviser under the Investment Advisers Act of 1940. This material is solely for 
informational purposes; the information should not be viewed as a current or past recommendation or an offer to sell or the solicitation to buy securities or 
adopt any investment strategy.  In addition, the information contained in this document (i) has not been prepared for marketing purposes and (ii) may not 
be relied upon by any current or prospective investor as marketing. In all cases, interested parties should conduct their own investigation and analysis of any 
information set forth herein and consult with their own advisors. The opinions expressed herein represent the current, good faith views of the author(s) at the 
time of publication, are not definitive investment advice, and should not be relied upon as such. This material has been developed internally and/or obtained 
from sources believed to be reliable, and are not indicative of the performance of any particular fund or investment. Past performance is not a guarantee 
of future results. The information is subject to change without notice, there is no assurance that any events or projections will occur, and outcomes may 
be significantly different than the opinions shown here. Any projections concerning financial market performance, is based on current market conditions, 
which will fluctuate and may be superseded by subsequent market events or for other reasons. Any forward-looking statements, including expectations 
regarding technology adoption, AI impact, or portfolio performance, involve risks and uncertainties that may cause actual outcomes to differ materially. The 
information contained herein may not be reproduced or redistributed in any format without the express written approval of Deerpath.
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Deerpath Capital is an established private credit manager 
providing customized, cash-flow-based senior debt 
financing to sponsor-backed U.S. lower middle market 
companies. With a singular focus on this segment for nearly 
two decades, the firm has invested over $15 billion across 
more than 1,200 transactions and manages approximately 
$9 billion in AUM as of December 31, 2025. 

The firm operates through regional origination and 
underwriting teams in the U.S. which are supported 
by global investor coverage across major U.S. markets 
and Australia, Europe, Japan, Korea, and the Middle 
East. The firm’s focused strategy, deep lower middle 
market expertise, long-standing sponsor relationships, 
disciplined credit philosophy, and comprehensive direct 
lending platform define the Deerpath Difference.

About Deerpath Capital
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We strive to resist the temptation to sacrifice safety in pursuit of higher yields or greater 
origination volume.  In a market where yield and production can eclipse credit quality, 
we choose a different lane — one defined by partnership, prudence, and durability.  

Discipline 
over Yield

Direct lending is an investment style in which the size, reach, and experience of the 
manager’s own organization materially influence access to opportunities and the quality 
of portfolio management.

Deerpath has:
• More than 100 professionals with specialized training tailored to our strategy
• A single, focused investment approach
• Nineteen years of continuous refinement of our systems, policies and procedures

In private credit, quality is not a slogan. It is a process. And over cycles, process 
determines outcomes.

Organizational 
Scale and 
Focus

Deerpath  Capital
W h e n  Q u a l i t y 
M a t t e r s


